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'INTERNAL REVENUE SERVICE Department of the Treasury
District Director 3 :

-2 -

Person to Contact:
lelephone Numper:
werer Replv to:

Date:

Dear Sir or Madam:

We have completed our examination of your Forms 990EZ for the periods
ended ~° *‘and © It has been determined that your exempt status

should be revoked.

The enclosed report of examination states the basis for the revocation.
You have concurred with our determination and have signed an agreement to that
effect. Accordingly, your exemption from Federal income tax under sect1on
501(c)(7) of the Internal Revenue Code has been revoked effective '

As a taxable entity, you will be required to file the appropriate federal
income tax return for subsequent years.

Thank you for your cooperation.

Sincerely yours,

District Director

Enclosures
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FACTS:

The club was incorporated on . -.<.« Their stated purposes are "the
support of scientific undertaking, namely the scientific improvement of the
various breeds of dogs." '

In a Tetter dated ___._ . “. . -ww, the club was granted exempt status
under section 501(c)(7) of the Internal Revenue Code.

Dog Shows are held 1in Mafch and July of éach vear. Income from these
shows came from __ Dog Show and constituted more than 87% of the

organization's total income.

More than 4% of the Club's total income was from Booth Rentals and 100% of
this income was received from non-members. .

During the year examined, the club had 20 members, paying annual dues of
$5. Income received from membership dues constituted less than 1% of the

club's total income.

Sanctioned matches are held once a year and are open to the public. .
Training and Obedience classes are held every Monday. No records were kept ta
show how much (if any) of this revenue was received from members. LL

The club sold advertising contained in their show catalog and received
more than $1,000 in investment income.

A comparison of the Club's membership roster to 10 deposit slips disclosed
that more than 96% of the money deposited came from non-members. See
Attachment A.

According to the information submitted, 97% of the club's total gross
receipts came from non-members. Please refer to Attachment B for a copy of

our computations.

r.AwW:

Section 501(c)(7) of the Internal Revenue Code provides exemption to
"Clubs organized for pleasure, recreation, and other nonprofitable purposes,
substantially all of the activities of which are for such purposes and no part
of the net earnings of which inures to the benefit of any private

shareholder."
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L.AW:=: (cont'd)

Section 1.501({c)(7)-1(b) of the Income Tax Regulations relating to the
exemption of social clubs, reads, in part, as follows:

"(b) A club which engages in business such as making its social
and recreational facilities available to the general public ... 1is not
organized an operated for pleasure, recreation, and other
nonprofitable purposes, and is not exempt under section 501(a).
Solicitation by advertisement or otherwise for public patronage of
its facilities is prima facie evidence that the club in engaging in
business and is not being operated exclusively for pleasure,

recreation, or social purposes..."

Revenue Procedure 71-17, published in Cumulative Bulletin 1971i~1 C.B. 683
sets forth guidelines for determining the effect of gross receipts derived
from nonmember use of a social club's facilities on the club's exemption under
section 501(c)(7), and states, in part, as follows:

"Where a c¢lub makes its facilities available to the general public
to a substantial degree, the club 1is not operated exclusively for
pleasure, recreation, or other nonprofitable purposes. See Rev. Rul.

60-324, C.B. 1960-2,173; and Rev. Rul. 69-219, C.B. 1969-1, 153."

Section 3.01 of Revenue Procedure 71-17, describes the minimum gross
receipts standard, and states, in part, as follows:

"A  significant factor reflecting the existence of a nonexempt
purpose is the amount of gross receipts derived from use of a club's
facilities by the general public. As an audit standard, this factor

alone will not be relied upon by the Service if annual gross receipts
from the general public  for such wuse is $2,500 or Tless or, if more
than $2,500, where gross receipts from the general public for such use
is five percent or less of total gross receipts of the
organization.,."

Prior to the enactment of Public Law 94-~-568, an organizatijon was required
to be organized and operated exclusively for pleasure, recreation and other
nonprofitable purposes.

The Committee Reports show that the wording change was intended to make it
clear that sccial clubs may receive up to 35 percent of their gross receipts,
including investment income,from sources outside their membership without
losing their exempt status. Within this 35 percent limitation, no more than
15 percent of gross receipts may be derived from non-member use of the club's
facilities and/or services.

In addition, the statute prohibits exemption under section 501(c)(7) if
any part of the organization's net earnings inures to the benefit of any
private shareholder.
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Traditionally, inurement has been found to be present where a club derives
income from non-member sources and uses it to reduce the cost of providing
services to members. Revenue Ruling 58-589, 1958-2 C.B. 266, states, in part,

as follows:

" Net earnings may ‘inure to members in such forms as an increase
in services offered by the club without a corresponding increase in
dues or other fees paid for club support or as an increase 1in  the
club's assets which would be distributable to members upon the

dissolution of the club."

Revenue Ruling 79-145, published in Cumulative Bulletin 1979-1 on page

360, states that "amounts paid to a social club by visiting members of another
social club are amounts paid by nonmembers, even though both clubs are of 1ike
nature and the amounts paid are for goods, facilities, or services provided by
such social club under a <reciprocal> arrangement with such other social club."

Revenue Ruling 71-421, published in Cumulative Bulletin 1971-2 on page 229,
holds that a dog club "formed to promote the ownership and training of
purebred dogs and conducting obedience training classes, may not be
reclassified as an educational organization exempt under section 501(c)(3)."

Revenue Ruling 73-520, published in Cumulative Bulletin 1973-2 on page
180, provides that a club that promotes and protects a particular breed of dog
not raised or used by members as farm animals is not exempt as an agricultural

organization under section 501(c)(5) of the Code. .

CONCLUSIONS:

Based upon the information submitted, your club receives a substantial part
of your income from the use of your facilities and services by the general
public. -

Therefore, we have determined that your exempt status under section
501(c)(7) of the Internal Revenue Code should be revoked.
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